ST 99-0101-G L 03/19/1999 TELECOMMUNI CATI ONS EXCI SE TAX

The Tel ecommuni cations Excise Tax is inmposed upon the act or privilege of
originating or receiving intrastate or interstate telecomunications in
Illinois at the rate of 7% of the gross charges for such tel ecomunications
purchased at retail fromretailers. See 86 Ill. Adm Code Part 495. (This
isadl).

March 19, 1999

Dear XXXxX:

This letter is in response to your letter dated February 11, 1999. The
nature of your letter and the information you have provided require that we
respond with a General Information Letter, which is designed to provide general
information, is not a statenment of Departnent policy and is not binding on the
Departnent. See 86 IIl. Adm Code 1200.120(b) and (c), encl osed.

In your letter, you have stated and nmade inquiry as follows:
W own a corporation called COVPANY. We have created a new service

that conbines a follow nme nunber with voice mail and a prepaid calling
card. The service is provided by our own server and is connected to

the tel ecommunications network through standard T-1 connections. e
pay all of the tel econmunication taxes listed on our carrier bhill. W
will be wholesaling the service to retail stores via prepaid cards
that will be sold to the general public. W have the follow ng
guesti ons:

1. Are there any additional taxes that we have to pay to the state?
2. WIl the stores need to collect sales tax?

3. Does any ot her tax apply?

We are planning a March [ aunch. Please respond by March 1, 1999

Sales of telephone cards by retailers are not subject to Retailers'
Cccupation Tax. However, the Tel econmunications Excise Tax consequences from
sales of cards by retailers may vary depending upon whether we would deem the
retail stores to be retailers of tel ecomunications.

The Tel ecommuni cations Excise Tax is inposed upon the act or privilege of

originating or receiving intrastate or interstate telecomunications in Illinois
at the rate of 7% of the gross charges for such tel econmunications purchased at
retail fromretailers. Pl ease see the enclosed copy of 86 IIl. Adm Code Part
495.

In sonme cases, retail stores purchase tel ephone cards fromtel ephone service
providers and then sell the cards to custonmers at marked-up prices. In this
scenari o, we do not consi der the retail stores to be retailers of
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t el ecomruni cati ons. In that case, the retail store is not responsible for
col l ecting Tel ecommuni cations Excise Tax at the point of sale of the card to its
custoner or at any other point. The tax 1is incurred at the tinme the

tel ecommuni cations originate or are received in a taxable manner, and the anount
of telecomunications charges for which the cards are redeened by the tel ephone
service providers would include any anmount of Telecomunications Excise Tax
i ncurred. The tel ephone service providers charge the phone calls and the tax
against the balance of the cards as they are responsible for collecting and
remtting the tax.

However, in other cases, the stores may purchase tel ecommunications units
from tel ephone service providers and sell them at retail to their custoners.
This situation is simlar to hotels that sell telecomunications services. See
t he encl osed copy of Section 495.110. |In these cases the retail stores would be
required to register as telecommunications retailers and collect and remt
Tel ecommuni cati ons Excise Tax. The tax base would be the anmounts charged to card
purchasers for the taxable services subsequently provided (i.e. calls that
originate or termnate in Illinois).

When cards are sold in Illinois, the Departnment presunes calls wll
originate or termnate in this State. Retail stores have the burden to establish
that charges are exenpt from the Tel ecommuni cati ons Excise Tax. The only way to
document this would be through records of the telephone service providers.
Therefore, as a practical matter, because retail stores will not know when sal es
are nmade what taxable services cardholders wll |ater consune, retail stores
shoul d charge the tax on the full sales prices of the cards.

Pl ease note that the suppliers of prepaid calling cards to retailers may be
consi dered telecomrunications retailers and therefore subject to the provisions
of the Tel econmuni cati ons Exci se Tax.

I hope this information is helpful. The Department of Revenue maintains a
Wb site, which can be accessed at ww. revenue.state.il . us. If you have further
guestions related to the Illinois sales tax |aws, please contact the Departnent's

Taxpayer Information Division at (217) 782-3336.

If you are not under audit and you wish to obtain a binding Private Letter
Rul i ng regardi ng your factual situation, please submt all of the information set
out initens 1 through 8 of the enclosed copy of Section 1200.110(b).

Very truly yours,

Mel anie A Jarvis
Associ at e Counsel

MAJ: msk
Enc.



